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NOTES TO FINANCIAL STATEMENTS

Note 1. Description of Worcester County, Maryland

Worcester County, Maryland (the “County”) is a home rule county governed by a seven-member Board of
County Commissioners and is located in Snow Hill, Maryland. The County government directly provides all
basic local governmental services.

The financial statements of Worcester County, Maryland are prepared in accordance with U.S. generally
accepted accounting principles (GAAP) applicable to governmental units. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting body for establishing governmental accounting and
financial principles. Private sector standards of accounting and financial reporting issued prior to December 1,
1989, generally are allowed in both the government-wide and proprietary fund financial statements to the extent
that those standards do not conflict with or contradict guidance of the GASB. Governments also have the option
of following subsequent private-sector guidance for their business-type activities and enterprise funds, subject to
the same limitation. The County has elected to follow subsequent private-sector guidance provided they do not
conflict with or contradict GASB pronouncements. The following is a summary of the more significant policies:

Note 2. Summary of Significant Accounting Policies
A. Financial Reporting Entity

A reporting entity is composed of the primary government, component units, and other organizations that are
included to ensure the financial statements of the County are not misleading. The primary government of the
County consists of all funds, departments, boards, and agencies that are not legally separate from the County.

The component unit columns contain the financial data of the County’s discretely presented component units: the
Board of Education of Worcester County and the Liquor Control Board of Worcester County. They are
reported in separate columns to emphasize that they are legally separate from the County. Although these
organizations are legally separate entities and have separately elected governing boards, they are included in the
financial statements of the County because the County is financially accountable for each organization.

The Board of Education of Worcester (BOE) is a separately elected body that administers the public school
system in the county. The BOE is organized as a separate legal entity, but does not have the power to levy
taxes or issue bonds. The BOE’s budget is subject to approval by the County Commissioners, and the BOE
receives a significant portion of its operational and capital project funding from the County.

The Liquor Control Board of Worcester County (LCB) is a separately elected body that oversees the operation
of liquor sales in the County. The LCB is organized as a separate legal entity, but does not have the power to
levy taxes or issue bonds. The County approves the LCB’s budget. The Liquor Control Board is included as
of and for its fiscal year ended April 30, 2009.

Separately issued financial statements can be obtained from the following:

Board of Education of Worcester County Liquor Control Board of Worcester County
6270 Worcester Highway 5363 Snow Hill Road
Newark, Maryland 21841 Snow Hill, Maryland 21863

B. Basis of Presentation
The County’s basic financial statements consist of government-wide financial statements, including a statement

of net assets and a statement of activities, and fund financial statements, which provide a more detailed level of
financial information.
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NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)
B. Basis of Presentation (continued)
GOVERNMENT WIDE FINANCIAL STATEMENTS

The statement of net assets and the statement of activities display information about the County as a whole.
These statements include the financial activities of the primary government, except for fiduciary funds. The
statements distinguish between those activities of the County that are governmental in nature and those that are
considered business-type activities.

The statement of net assets presents the financial condition of the governmental and business-type activities of
the County at year-end. The statement of activities presents a comparison between direct expenses and program
revenues for each program or functions of the County’s governmental activities and business-type activities.
Direct expenses are those that are specifically associated with a service, program, or department, and, therefore,
clearly identifiable to a particular function. Program revenues include charges paid by the recipient of the
goods or services offered by the program, grants, and contributions that are restricted to meeting the operational
or capital requirements of a particular program, and interest earned on grants that is required to be used to
support a particular program. Revenues that are not classified as program revenues are presented as general
revenues of the County, with certain limited exceptions. The comparison of direct expenses with program
revenues identifies the extent to which each governmental program or business activity is self-financing or draws
from the general revenues of the County.

FUND FINANCIAL STATEMENTS

During the year, the County segregates transactions related to certain County functions or activities in separate
funds in order to aid financial management and to demonstrate legal compliance. Fund financial statements are
designed to present financial information of the County at this more detailed level. The focus of governmental
and proprietary fund financial statements is on major funds. Each major fund is presented in a separate column.
Nonmajor funds are aggregated and presented in a single column. Fiduciary funds are reported by type.

C. Fund Accounting

The accounts of the County are organized on the basis of funds, each of which is considered to be a separate
accounting entity. The operations of each fund is summarized by providing a separate set of self-balancing
accounts which includes its assets, liabilities, fund equity, revenues, and expenditures, or expenses, as
appropriate. Government resources are allocated to and accounted for in individual funds based upon the
purposes for which they are to be spent and the means by which spending activities are controlled. The
following fund types are used by the County:

GOVERNMENTAL FUND TYPES

Governmental funds are accounted for using the current financial resources measurement focus. Only current
assets and current liabilities are generally included on their balance sheets. Their operating statements present
sources and uses of available resources during a given period. The following are the reporting entity's major
governmental funds:

General Fund - The General Fund is the general operating fund of the County. All financial resources, except
those required to be accounted for in another fund, are accounted for in the General Fund.

Other Post-Employment Benefits Fund — The Other Post-Employment Benefits Fund held funds that were
reserved for employee pension benefits. This fund was closed during the year in conjunction with the creation
of a trust fund to hold these assets (See Note 8). The fund is shown as a separate column for better
understanding of the transactions that occurred.

Reserve Fund — The Reserve Fund contains funds that are reserved as a percentage of governmental
expenditures.
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NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)

In addition, the County has the following non-major governmental funds which the County has chosen to show
as major due to their importance to the overall performance of the County:

Capital Projects Funds - Capital Projects Funds are used to account for financial resources to be used for the
acquisition or construction of major capital facilities, which are not financed by proprietary funds.

Debt Service Funds - The Debt Service Fund is used to account for the accumulation of resources for, and the
payment of, general long-term debt, including capital lease obligations, principal, interest and related costs.

The remaining governmental funds which are non-major consist of the following:

Special Revenue Funds - Special Revenue Funds are used to account for the proceeds of specific revenue
sources that are legally restricted to expenditures for specific purposes. The Department of Social Services
Fund, the Local Management Board, and the Energy Service Fund are the special revenue funds of the County.

PROPRIETARY FUND TYPES

Proprietary funds are accounted for using the economic resources measurement focus; the accounting objectives
are determination of net income, financial position, and cash flows. All assets and liabilities associated with a
proprietary fund's activities are included on its balance sheet. Proprietary fund equity is segregated into
investment in capital assets and unrestricted net assets.

Enterprise Funds - Enterprise Funds are established to account for operations that are financed and operated in a
manner similar to private business enterprises, where the intent is that costs of providing goods or services to
the general public on a continuing basis be financed or recovered primarily through user charges. The Landfill
Fund and the Department of Water and Wastewater Services are the only enterprise funds of the County.

FIDUCIARY FUND TYPES

Fiduciary funds account for assets held by the County in a trustee or agency capacity. Agency funds are
custodial in nature and do not involve measurement of results of operations.

Trust and Agency Funds - Trust and Agency Funds are used to account for assets held by the County as an
agent for other funds and/or other governments. The trust funds include the OPEB Trust Fund and the Public
Drainage Fund (a private purpose trust fund). The agency funds include the State of Maryland Property Tax
Fund, Maryland Department of Motor Vehicles Fund, Tax Sale Fund, Development Tax Fund, Performance
Bond Fund, Confiscated Monies Fund, Personal Property Tax Fund, Forest Conservation Fund, Bay Restoration
Fund, Snow Hill Property Tax Fund, Berlin Property Tax Fund, and Special Loans Fund.

D. Measurement Focus
GOVERNMENT WIDE FINANCIAL STATEMENTS

The government-wide financial statements are prepared using a flow of economic resources measurement focus.
All assets and all liabilities associated with the operation of the County are included on the statement of net
assets.

FUND FINANCIAL STATEMENTS

All governmental funds are accounted for using a flow of current financial resources measurement focus. With
this measurement focus, only current assets and current liabilities are generally included on the balance sheet.
The statement of revenues, expenditures, and changes in fund balance reflects the sources (i.e., revenues and
other financing sources) and uses (i.e., expenditures and other financing uses) of current financial resources.
This approach differs from the manner in which the governmental activities of the government-wide financial
statements are prepared. Governmental fund financial statements, therefore, include a reconciliation with brief
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NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)

explanations to better identify the relationship between the government-wide statements and the fund financial
statements for governmental funds.

Like the government-wide financial statements, the enterprise funds are accounted for using a flow of economic
resources measurement focus. All assets and all liabilities associated with the operation of these funds are
included on the statement of net assets. The statement of changes in revenues, expenses, and changes in fund
net assets presents increases (i.e., revenues) and decreases (i.e., expenses) in total net assets. The statement of
cash flows reflects how the County finances and meets the cash flow needs of its enterprise activities.

E. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on the
financial statements. Government-wide financial statements are prepared using the accrual basis of accounting.
Governmental funds use the modified accrual basis of accounting; enterprise funds and fiduciary funds use the
accrual basis of accounting. Differences in the accrual basis of accounting arise in the recognition of revenue,
the recording of unearned revenue, and in the presentation of expenses versus expenditures.

REVENUES - EXCHANGE AND NONEXCHANGE TRANSACTIONS

Revenues resulting from exchange transactions, in which each party gives and receives essentially equal value,
are recorded on the accrual basis when the exchange takes place. On the modified accrual basis, revenue is
recognized in the year in which the resources are measurable and become available. Available means the
resources will be collected within the current year or are expected to be collected soon enough thereafter to be
used to pay liabilities of the current year. For the County, available means expected to be received within sixty
days after year end.

Nonexchange transactions, in which the County receives value without directly giving equal value in return,
include property taxes, grants, entitlements, and donations. On the accrual basis, revenue from property taxes
is recognized in the year for which the taxes are levied. Revenue from grants, entitlements, and donations is
recognized in the year in which all eligibility requirements have been satisfied. Eligibility requirements include
timing requirements, which specify the year when the resources are required to be used or the year when use is
first permitted; matching requirements, in which the County must provide local resources to be used for a
specified purpose; and expenditure requirements, in which the resources are provided to the County on a
reimbursement basis. On the modified accrual basis, revenue from nonexchange transactions must also be
available before it can be recognized.

Under the modified accrual basis, the following revenue sources are considered both measurable and available at
year end: property taxes, franchise taxes, special assessments, intergovernmental revenues, interest revenue, and
charges for services. Income taxes collected and held by the State at year-end on behalf of the County also are
recognized as revenue. Licenses and permit revenues are not susceptible to accrual because generally they are
not measurable until received in cash.

UNEARNED REVENUES

Unearned revenues arise when assets are recognized before the revenue recognition criteria have been satisfied.

Property taxes not collected within the available period have been recorded as unearned revenue. Grants and
entitlements received before the eligibility requirements were met also have been recorded as unearned revenue.

On governmental fund financial statements, receivables that were not collected within the available period are
recorded as unearned revenue.
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NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)
EXPENSES/ EXPENDITURES
On the accrual basis, expenses are recognized at the time they are incurred.

The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in which
the related fund liability is incurred, if measurable. Allocations of cost, such as depreciation and amortization,
are not recognized in governmental funds.

F. Budgetary Data

Formal budgetary accounting is employed as a management control for all Enterprise Funds. The annual
budgets for the Enterprise Funds are prepared in accordance with the basis of accounting utilized by those
funds. The general fund of the County has a legally adopted budget. The Budgetary Comparison Schedule -
General Fund (schedule A) and Statement of Revenues, Expenditures and Changes in Fund Balance - Budget
and Actual - General Fund (schedule B) are prepared on a basis consistent with the budget. The County’s
budget includes appropriations of prior year fund balance as other sources in the current year. Also, the
Statement of Activities is prepared on a basis consistent with GAAP where encumbrances are treated as
reservations of fund balance and prior year fund balances are not recognized as other revenue sources. The
budgets shown in the financial statements are the budget ordinances at the close of the day on June 30, 2009.
All annual appropriations lapse at fiscal year end.

The County follows these procedures in establishing the governmental funds budgetary data reflected in the
financial statements:

(1) Prior to April 30, the Chief Administrative Officer submits to the County Commissioners a proposed
budget for the fiscal year commencing the following July 1. The budget includes requested expenditures and
the means of financing them.

(2) Public hearings are conducted to obtain taxpayer comments.

(3) No later than the first Tuesday in June, the budget is legally enacted through passage of a budget
resolution.

(4) The Chief Administrative Officer is not authorized to make any transfers of budgeted amounts. The
County’s legal level of budgetary control is at the County Commissioner level in that all transfers must be

approved by the County Commissioners.

The Board of Education of Worcester County (the “Board”) follows these procedures in establishing its general
fund budgetary data reflected in the financial statements:

(1) The Superintendent and Supervisor of Business Operations formulate a proposed budget for review by the
Board during the second public hearing scheduled in February.

(2) Prior to March 31, the Board adopts the proposed budget. The proposed budget, exclusive of amounts
relating to restricted programs, is submitted to the County Commissioners.

(3) In mid-May, the County Commissioners and the Board discuss the budget in public forum.

(4) The County Commissioners approve the budget no later than the first Tuesday in June. The approved
budget is subject to affirmation by the Board within thirty days of the County Commissioners' approval.

47



NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)
G. Encumbrances

Encumbrances represent commitments related to unperformed contracts for goods or services. Encumbrance
accounting - under which purchase orders, contracts, and other commitments for the expenditure of resources
are recorded to reserve that portion of the applicable appropriation - is utilized in the governmental fund types.
Encumbrances outstanding at year-end are reported as reservations of fund balances and do not constitute
expenditures or liabilities because the commitments will be honored during the subsequent year.

H. Cash and Short-Term Investments

For purposes of the statement of cash flows, the County considers all highly liquid investments with original
maturities of less than 30 days to be cash equivalents.

I. Prepaid Items

Payments made to vendors for services that will benefit periods beyond June 30, are reported as prepaid items
using the consumption method by recording a current asset for the prepaid amount and reflecting the
expenditure/ expense in the year in which services are consumed.

J. Property Tax

Taxes are levied annually on July 1 and are due in full by September 30 for non-owner occupied properties.
Owner occupied property taxes are due in two equal semi-annual installments on September 30 and December
31, respectively. Property taxes are attached as an enforceable lien and are in arrears on October 1 for non-
owner occupied properties and January 1 for owner occupied properties. The County bills and collects its own
taxes. County property tax revenues are recognized when collected.

K. Inventory
Inventory is stated at the lower of cost (first in, first out) or market.
L. Capital assets

General capital assets are capital assets, which are associated with and generally arise from governmental
activities. They generally result from expenditures in governmental funds. General capital assets are reported
in the governmental activities column of the government-wide financial statements of net assets but are not
reported in the fund financial statements. Capital assets used by the enterprise funds are reported in both the
business-type activities column of the government-wide statement of net assets and in the respective funds.

All capital assets are capitalized at cost or estimated cost and updated for additions and reductions during the
year. Donated fixed assets are recorded at their fair market value on the date donated. The County maintains a
capitalization threshold of $10,000. The County’s infrastructure consists of roads, bridges, curbs and gutters,
streets and sidewalks, drainage systems, and lighting systems. Improvements are capitalized; the costs of
normal maintenance and repairs that do not add to the value of the asset or materially extend an asset’s life are
not capitalized.
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NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)
L. Capital assets (continued)
All capital assets are depreciated, except for land and improvements and construction in progress. Building

improvements are depreciated over the remaining useful lives of the related capital assets. Depreciation is
computed using the straight-line method over the following useful lives:

Description Estimated Lives
Buildings and building improvements 40-100 years
Improvements other then buildings 40 years
Machinery and equipment 5-20 years
Water and sewer systems 6-20 years
Infrastructure 5-50 years

M. Interfund Receivables/ Payables

On fund financial statements, receivables and payables resulting from short-term interfund loans or interfund
services provided and used are classified as “Interfund Receivables/ Payables.” Interfund balances within
governmental activities and within business-type activities are eliminated on the government-wide financial
statement of net assets. The only interfund balances, which remain on the government-wide statement of net
assets are those between governmental and fiduciary activities. These amounts are reflected as due to fiduciary
funds.

N. Compensated Absences

Vacation benefits are earned by employees of the reporting entity based on time in service, and the rights to
such benefits are vested. Sick leave is also accumulated by employees based on time in service. However,
accumulated sick leave benefits do not vest and are not paid unless sickness causes employees to be absent,
except that accumulated sick time is credited to months of service in the calculation of employees' retirement
benefits. The County records vested vacation benefits as earned.

The entire compensated absences liability is reported on the government-wide financial statements.
Accumulated vested vacation benefits of the other component unit as of June 30, 2009 is not material.

0. Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities, and long-term obligations are reported on the government-wide financial
statements. All payables, accrued liabilities, and long-term obligations payable from the enterprise funds are
reported on the enterprise fund financial statements.

In general, governmental fund payables and accrued liabilities are recognized as fund liabilities when incurred.
However, compensated absences and contractually required pension contributions that are paid from
governmental funds are reported as liabilities on the fund financial statements only to the extent that they are
due for payment during the current year. Loans and leases are recognized as a liability on the fund financial
statements when due.
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NOTES TO FINANCIAL STATEMENTS

Note 2. Significant Accounting Policies (continued)
P. Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets, net of
related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of
any borrowings used for the acquisition, construction or improvement of those assets. Net assets are reported
as restricted when there are limitations imposed on their use either through constitutional provisions or enabling
legislation adopted by the County or through external restrictions imposed by grantors, creditors or laws or
regulations of other governments.

The County applies restricted resources first when an expense is incurred for purposes for which both restricted
and unrestricted net assets are available.

Q. Governmental Fund Balance Reserves

The County reserves those portions of governmental fund balances that are legally segregated for specific future
use or which do not represent available expendable resources and therefore are not available for appropriation
or expenditure. Fund balance reserves have been established for encumbrances.

R. Operating Revenues and Expenses

Operating revenues are those revenues that are generated directly from the primary activity of the enterprise
funds. For the County, these revenues are charges for services for department of water and waste water and
landfill. Operating expenses are the necessary costs incurred to provide the service that is the primary activity
of the fund. Revenues and expenses not meeting these definitions are reported as nonoperating.

S. Interfund Transactions

Transfers between governmental and business-type activities on the government wide financial statements are
reported in the same manner as general revenues.

Exchange transactions between funds are reported as revenues in the seller funds and as expenditures/ expenses
in the purchaser funds. Flow of cash or goods from one fund to another without a requirement for repayment
are reported as Interfund transfers. Interfund transfers are reported as other financing sources/ uses in
governmental funds and after nonoperating revenues/ expenses in enterprise funds. Repayments from funds
responsible for particular expenditures/ expenses to the funds that initially paid for them are not presented on
the financial statements.

T. Estimates
The preparation of financial statements in conformity with U.S. generally accepted accounting principles

requires management to make estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.
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NOTES TO FINANCIAL STATEMENTS

Note 3. Cash and Short-Term Investments
Deposits are maintained in a variety of financial institutions.

The County is authorized to invest unexpended revenues from taxation, bond sales, lawful distributions to it of
funds from other governmental agencies, or any other funds properly received by it, until it determines the
funds are needed for proper public purpose. The County can invest in United States Government bonds or
evidence of indebtedness, it can invest in Federally insured banking institutions, which pledge United States
Treasury bills, notes or other obligations to secure such deposits, repurchase agreements and collateralized
certificates of deposit.

At June 30, 2009, Worcester County had deposits of $12,628,746 (carrying value $9,242,378). The depository
banks pledge collateral for specific accounts, which are held in the County’s name at the Federal Reserve Bank
of Richmond and at Mercantile-Safe Deposit and Trust Company. Deposits in financial institutions were fully
insured or collateralized at June 30, 2009, and therefore have no custodial risk associated with them.

The County is a participant in the Maryland Local Government Investment Pool (MLGIP), which provides all
local government units of the State a safe investment vehicle for short-term investments of funds. The State
Legislature created MLGIP with the passage of Article 94 22G of the Annotated Code of Maryland. The
MLGIP is managed by PNC Safe Deposit and Trust Company, which is under administrative control of the
State Treasurer. A MLGIP Advisory Committee of current participants has been formed to review the activities
of the Fund on a quarterly basis and provide suggestions to enhance the pool. The MLGIP is rated AAAm by
Standard and Poor’s. The fair value of the pool is the same as the value of the pool shares. At June 30, 20009,
the County had investments of $89,000,568 with the Maryland Local Government Investment Pool, which are
recorded at cost, which approximates fair value.

The County’s exposure to investment rate and credit risk is minimal, as all investments are in cash or MLGIP
and are thus precluded from having to sell below original cost. Custodial credit risk is also mitigated by having

all investments fully collateralized by securities as mentioned previously.

Reconciliation of cash and short term investments as shown on the Statement of Net Assets:

Petty cash $ 11,650
Carrying amount of deposits 9,242,378
MLGIP 89,000,568
Less amounts in fiduciary funds (29,751,471)
Total $68,503,125
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NOTES TO FINANCIAL STATEMENTS

Note 4. Interfund Balances

As a result of its operations, the County effects a variety of transactions between funds to finance operations,
service debt, etc. Accordingly, to the extent that certain interfund transactions have not been paid or received

as of June 30, 2009, appropriate due from/to other funds have been established.

Interfund transactions are classified as follows:

1. Transfers to support the operations of other funds are recorded as “Transfers in (out) to other funds”
and classified as “Other Financing Sources (Uses)” in the fund statements. Transfers between
governmental and proprietary funds are netted as part of the reconciliation of the Government-wide

financial statements.

2. Loans between funds are classified as Interfund loans receivable and payable or as advances to and
from other funds in the fund statements. Interfund loans do not affect total equity, but advances to

other funds are offset by a reservation of the fund equity. Loans and advances are netted as part of the

reconciliation of the Government-wide financial statements.

Interfund balances at June 30, 2009, consisted of the following individual fund receivables and payables:

Due From Due to Other
Other Funds Funds
General fund:
Enterprise funds:
Landfill $ 262,013 $ -
Department of Water and Wastewater 1,242,171 -
Reserve fund - 18,974,224
Energy service fund - 698,714
Capital Projects fund 9,848,266 -
State of Maryland property tax agency fund - 112,717
Snow Hill property tax agency fund - 5,199
Berlin property tax agency fund - 23,989
Public Drainage Association - 1,475
Critical Areas Fund - 323
Chesepeake Bay Restoration Fund - 9,525
Other governmental funds:
General fund 698,714 -
Reserve Fund:
General fund 18,974,224 -
Capital projects funds:
General fund - 9,848,266
Fiduciary funds:
General fund 153,228 -
Enterprise funds:
General fund - 1,504,184
$31,178,616 $31,178,616
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NOTES TO FINANCIAL STATEMENTS

Note 5. Capital Assets

Capital asset activity for the year ended June 30, 2009, was as follows:

Balance Transfers and Balance
June 30, 2008 Additions Reductions  June 30, 2009

Primary Government
Governmental Activities:

Nondepreciable Capital Assets:

Land and improvements $ 9,143,339 $ -3 712,292 $ 9,855,631
Construction in progress 24,595,201 18,077,103 (16,728,902) 25,943,402
Total Nondepreciable Capital Assets 33,738,540 18,077,103 (16,016,610) 35,799,033
Depreciable Capital Assets:
Building and building improvements 41,518,751 - 15,153,437 56,672,188
Improvements other than buildings 4,921,364 459,928 763,173 6,144,465
Machinery and equipment 25,260,490 1,154,258 (441,719) 25,973,029
Infrastructure 104,400,351 2,029,532 - 106,429,883
Total Depreciable Assets 176,100,956 3,643,718 15,474,891 195,219,565
Less accumulated depreciation for:
Buildings and building improvements (11,310,560)  (1,354,447) - (12,665,007)
Improvements other than buildings (2,277,295) (297,637) 100,000 (2,474,932)
Machinery and equipment (12,483,372)  (2,389,932) 441,719  (14,431,585)
Infrastructure (82,178,408)  (5,117,423) - (87,295,831)
Total accumulated depreciation (108,249,635) (9,159,439) 541,719 (116,867,355)
Total Depreciable Capital Assets, Net 67,851,321 (5,515,721) 16,016,610 78,352,210
Governmental Activities Capital Assets, Net $ 101,589,861 $12,561,382 $ - $114,151,243

Depreciation expense was charged to governmental functions as follows:

General government $ 619,723
Public safety 1,556,303
Public works 5,592,869
Health and hospitals 423,364
Libraries, recreation and culture 967,180
Total depreciation expense $ 9,159,439
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Note 5. Capital Assets (continued)

Balance Transfers and Balance
June 30, 2008 Additions Reductions June 30, 2009

Business-type Activities
Nondepreciable Capital Assets:

Land, land rights and improvements 1,341,872 - $ - $ 1,341,872

Construction in progress 1,327,250 588,874 (836,708) 1,079,416
Total Nondepreciable Capital Assets 2,669,122 588,874 (836,708) 2,421,288
Depreciable Capital Assets:

Buildings and building improvements 4,233,213 - - 4,233,213

Improvements other than buildings 27,468,636 218,004 23,511 27,710,151

Machinery and equipment 10,856,051 1,117,989 (12,580) 11,961,460

Water and sewer systems 76,461,814 157,307 207,475 76,826,596
Total Depreciable Assets 119,019,714 1,493,300 218,406 120,731,420
Less accumulated depreciation for:

Buildings and building improvements (613,215) (105,830) - (719,045)

Improvements other than buildings (18,399,321) (1,468,627) - (19,867,948)

Machinery and equipment (5,879,319) (1,151,965) 384,202 (6,647,082)

Water and sewer systems (17,507,297) (2,103,289) 1,600 (19,608,986)
Total accumulated depreciation (42,399,152) (4,829,711) 385,802 (46,843,061)
Total Depreciable Capital Assets, Net 76,620,562 (3,336,411) 604,208 73,888,359
Business-type Activities Capital Assets, Net $ 79,289,684 $ (2,747,537) $ (232,500) $ 76,309,647
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Note 6. Long-Term Debt
Changes in the County’s long-term obligations during 2009 were as follows:

Balance at Balance at Amount Due
June 30, 2008 Additions Reductions June 30, 2009 in One Year

Governmental Activities

Estimated landfill closure costs $ 3,000,000 $
General obligation bonds:
Consolidated Public Improvement

Bonds, 1998 Series; interest 4%

to 5%; due annually to 2013 2,985,000
Consolidated Public Improvement

Bonds, 2000 Series; interest 5.25%

to 6%; due annually to 2015,

partially redeemed with 2004 series 3,030,000
Consolidated Public Improvement

Bonds, 2002 Series; interest 2%

to 3.75%; due annually to 2017 3,294,412 - (280,735) 3,013,677 287,500
Consolidated Public Improvement

Bonds, 2004 Series; interest 2.5%

to 5%; due annually to 2020 23,070,000
Consolidated Public Improvement

Bonds, 2007 Series; interest at

3.5% to 4.5%; payable

$ (200,000) $ 2,800,000 $ -

(445,000) 2,540,000 465,000

(1,475,000) 1,555,000 1,555,000

(1,405,000) 21,665,000 1,455,000

semiannually to 2022 28,100,000 - (1,385,000) 26,715,000 1,445,000
MDE Water Quality Bond; interest
at .4%, due annually to 2024 3,059,959 - (228,496) 2,831,463 229,410

Consolidated Public Improvement
Bonds, 2008 Series; interest at
3.25% to 5%; payable

semiannually to 2024 - 35,000,000 - 35,000,000 1,835,000
Deferred Bond Discount, net 371,846 610,301 (58,776) 923,371 77,762
66,911,217 35,610,301 (5,478,007) 97,043,511 7,349,672

Compensated absences 1,400,000 1,130,000 (967,000) 1,563,000 625,000
Total Governmental Activities $68,311,217 $ 36,740,301 $ (6,445,007) $98,606,511 $ 7,974,672
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Note 6. Long-Term Debt (continued)

Balance at Balance at Amount Due
June 30, 2008 Additions Reductions June 30, 2009 in One Year

Business-Type Activities
Estimated landfill closure costs $11,578,866 $ 370,917 $ - $11,949,783 $11,949,783

General obligation bonds:
Consolidated Public Improvement
Bonds, 1998 Series; interest 4% to

5% ; due annually to 2013 1,460,000 - (220,000) 1,240,000 225,000
Consolidated Public Improvement

Bonds, 2002 Series; interest 2% to

3.75%; due annually to 2017 1,575,588 - (134,263) 1,441,325 137,500
Consolidated Public Improvement

Bonds, 2004 Series; interest 2.5%

to 5%, due annually to 2020 1,770,000 - (170,000) 1,600,000 170,000
MDE Water Quality Bond; interest

at .4%; due annually to 2024 5,604,191 - (404,636) 5,199,555 406,252
Public Refunding Bonds, 2007;

interest at 3.5% to 4.5 %; payable

semiannually to 2022 7,305,000 - (900,000) 6,405,000 890,000
Snug Harbor Water Quality Loan

Agreement, 2007; interest 0.04 %,

due semiannually to 2026 554,186 - (30,181) 524,005 30,271
Deferred Bond Costs, net (362,078) - 37,658 (324,420) 37,624
Capital lease payable 2,475,233 742,680 (795,613) 2,422,300 836,082

31,960,986 1,113,597 (2,617,035) 30,457,548 14,682,512

Compensated absences 330,000 303,370 (280,000) 353,370 141,347
Total Business-Type Activities $32,290,986 $ 1,416,967 $ (2,897,035) $30,810,918 $14,823,859

The County issued $6,800,000 in Consolidated Public Improvement Bonds, 2002 Series, with an average
interest rate of 3.28% and maturing in 2017. Proceeds of $3,100,000 was used for the renovation and
equipping of the Worcester County Court House, $1,500,000 was used for the purchase of land, construction
and equipping of a new Snow Hill Senior Center/Adult Medical Day Care Center and $2,200,000 was used for
various Department of Water and Wastewater water and sewer projects.

The County issued $21,740,000 in Consolidated Public Improvement Bonds, 2000 Series, with an average
interest rate of 5.4%. Proceeds of the Bonds were used to finance all or a portion of the costs of the
construction, equipping and acquisition of land for a new county government office building, renovation to the
existing court house, renovations and improvements to Stephen Decatur High School, and to pay all costs of
issuance of the Bonds.

The County issued $9,190,000 in Consolidated Public Improvement Bonds, 1998 Series, with an average
interest rate of 4.4%. Proceeds of $6,265,000 and $2,925,000 will be repaid by the County and the
Department of Water and Wastewater, respectively. Proceeds of the Bonds were used to finance all or a
portion of the costs of the construction and equipping of a new North County Library, an approximately 60-bed
addition to the Worcester County Jail, renovations at various schools within the County, the County’s share of
the Wor-Wic Community College campus development, various improvements to the water system and
wastewater collection system and upgrades to the wastewater treatment plant in the Ocean Pines Sanitary Service
Area, and to pay costs of issuance of the Bonds.
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Note 6. Long-Term Debt (continued)

During 1990, the operations of three County landfills were terminated. During 1998, changes in Federal and
State regulations will cause the County to incur additional closure costs in capping the Berlin rubble fill, which
had already been previously closed. The County currently estimates that related closure costs to be incurred
under current Federal and State regulations will approximate $2,800,000. Engineering studies are presently
being conducted to evaluate closure alternatives and develop a more accurate estimate of the related costs. The
County intends to fund such costs with future revenues and has included its current estimate of such costs in
long-term debt.

In August 2004 the County entered into an agreement with the Maryland Department of the Environment’s State
Revolving Loan Fund to finance water quality capital projects totaling $12,325,000 with an interest rate of 0.4%
and administrative charges of 0.5% to be repaid over the next 20 years. The loan will be used to fund landfill
closure projects in Pocomoke ($2,600,000) and Snow Hill ($2,800,000) and various water and wastewater
projects ($6,900,000), including the expansion of the Ocean Pines wastewater treatment facility.

In November 2004, the County issued $30,115,000 in Consolidated Public Improvement Project and Refunding
Bonds, 2004 series, with an average interest rate of 3.55% and maturing in 2020. Proceeds of $13,110,000
were used for the renovation and equipping for a new Ocean City Elementary School. In addition, the
Consolidated Public Improvement Bonds, 1992 series was redeemed, plus a portion of the 1996 and 2000 series
was also redeemed. The additional proceeds were placed in escrow for the purpose of generating resources for
all future debt service payments on $16,765,000 of general obligation bonds. As a result, the liability has been
removed. A net interest savings of $745,708 was achieved over the life of the bond.

In April 2007, the County issued $35,865,000 in Consolidated Public Improvement Project and Refunding
Bonds, 2007 series, with an average interest rate of 4.0% and maturing in 2022. Proceeds of $28,100,000 were
designated to finance a new Worcester Career & Technology Center. In addition, the Sanitary District Bonds,
Series J, and the Consolidated Public Improvement Project and Refunding Bonds, 1996 Series, were refunded.
The Consolidated additional proceeds were placed in escrow for the purpose of generating resources for all
future debt service payments on $7,620,000 of general obligation bonds. As a result, the liability has been
removed. A net interest savings of $523,511 was achieved over the life of the bond.

In November 2008, the County issued $35,000,000 in Consolidated Public Improvement Bonds, 2008 Series,
with an average interest rate of 4.13% and maturing in 2024. Proceeds were designated to finance renovations
and additions to the Pocomoke High School and to pay all costs of issuance of the bond.

In prior years, the County defeased certain general obligation bonds by placing the proceeds of new bonds with
an escrow agent in an irrevocable trust to provide for all future debt service payments on the old bonds.
Accordingly, the trust account assets and liability for the defeased bonds are not included in the financial
statements for the County. At June 30, 2009, $6,855,000 of bonds are considered defeased during prior years
which are related to Business-Type Activities.

The following is a summary of the County’s future annual debt service requirements on long-term obligations
(excluding capital lease obligations, which are reported separately):
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Note 6. Long-Term Debt (continued)

Governmental Activities

Year Ending June 30, Principal Interest Total

2010 $ 7,271,910 $ 3,746,783 $ 11,018,693

2011 7,522,975 3,511,217 11,034,192

2012 10,624,043 3,196,515 13,820,558

2013 7,393,498 2,876,271 10,269,769

2014 7,689,573 2,553,572 10,243,145

2015-2019 30,767,516 8,526,046 39,293,562

2020-2024 24,850,625 2,568,081 27,418,706

Total $96,120,140 $26,978,485 $123,098,625

Business-Type Activities

Year Ending June 30, Principal Interest Total

2010 $13,808,806 $ 440,923 $ 14,249,729

2011 1,865,621 384,832 2,250,453

2012 1,927,227 322,791 2,250,018

2013 1,955,459 257,429 2,212,888

2014 1,667,078 198,109 1,865,187

2015-2019 5,856,558 345,173 6,201,731

2020-2024 1,221,920 10,725 1,232,645

2025-2026 56,999 328 57,327

Total

$28,359,668 $ 1,960,310 $ 30,319,978

The County has entered into leases for the acquisition of various equipment, which transfer ownership at the end
of the lease. Accordingly, the present value of future minimum lease payments and the related assets have been

recorded in the appropriate fund.

The assets acquired through capital leases are as follows:

Business-Type Activities

Equipment $ 4,441,360
Less accumulated depreciation (1,441,420)
Total $ 2,999,940

The following is a summary of the future minimum lease payments on the capital leases:
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Note 6. Long-Term Debt (continued)
Business-Type Activities

Year Ending June 30,

2010 $ 950,169

2011 763,199

2012 548,909

2013 300,322

2014 95,767

2,658,366

Less amount representing interest (236,066)
Present value of future minimum lease payments $ 2,422,300

Neither the County nor its component units are in violation of any debt agreement provisions.

Funds Used for Debt Service and Liquidation of Compensated Absences

Payments on bonds and notes payable that pertain to the County’s governmental activities are made by the debt
service fund via transfers from the general fund. Payments on bonds and notes payable that pertain to the
County’s business-type activities are made by the fund in which the liability exists. The compensated absences
liability attributable to the governmental activities will be liquidated by the County’s general fund. The
compensated absences liability attributable to business-type activities will be liquidated by the fund in which the
liability exists.

Under provisions of Article 41, Section 266A through 266l of the Annotated Code of Maryland, the County has
participated in Industrial Revenue Bonds for various projects within the County. Neither the bonds, nor the
interest thereon, constitute an indebtedness or contingent liability of the County and, accordingly, they are not
included in the governmental funds.

Note 7. Pension Plans
Plan Description

Generally, all regular employees of the reporting entity (except for the County’s Department of Water and
Wastewater Services’ employees) participate in the State of Maryland Employees Retirement and Pension
Systems (Employees Systems). Law enforcement officers employed by the County participate in the State of
Maryland Law Enforcement Officers Pension Systems (LEOPS). Correctional officers employed by the County
participate in the State of Maryland Correctional Officers Retirement System (CORRS). Teachers employed by
the Board of Education generally participate in the State of Maryland Teachers Retirement and Pensions
Systems (Teachers Systems). All of these plans (collectively the Systems) are cost sharing multiple-employer
public retirement systems sponsored by the Maryland State Retirement and Pensions Systems and created by the
Maryland General Assembly. The Maryland State Retirement Agency issues a publicly available financial
report that includes financial statements and required supplementary information for the systems. That report
may be obtained by writing to the Office of Legislative Audits, State Office Building, 301 West Preston Street,
Baltimore, Maryland, 21201.

Participants in the Systems may retire with full benefits after thirty years of service regardless of age or at
various ages with specified years of eligibility service for reduced benefits. Annual service retirement
allowances are paid monthly to retired members in accordance with allowance options selected based on average
final compensation. Participants terminating in the retirement system prior to specified retirement age are
refunded their accumulated contributions plus earned interest or may defer receipt of accumulated contributions
until age 60. Participants and their beneficiaries may also be eligible for disability and death benefits based on
years of creditable service and average final compensation.
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Note 7. Pension Plans (continued)
Funding Policy

The State Personnel and Pensions Article requires active members to contribute to the System at the rate of 5%
or 7% of their covered salary depending upon the retirement option selected.

Employer’s payroll and contributions under the plans, are:

2009 2008 2007
Payroll covered under the plan $28,436,090 $24,744,468 $21,417,944
Contributions paid in:
County payments 3,015,832 2,210,432 1,773,519
Actual contributions to required contributions 100 % 100% 100%
On-behalf payments (Library) 129,833 117,400 84,889

The employees of the Department of Water and Wastewater Services are covered by a cost sharing multiple
employer defined benefit plan administered by Nationwide Life Insurance Company. Employees contribute 4 %
of their annual salary. The employees of the Town of Ocean City are also participating in this plan.

The pension plan provides pension, death and disability benefits. Normal retirement age is 65 although early
retirement may be taken at age 55 with the completion of 10 years of service. Reduced benefits then apply.

Any employee is fully vested after 5 years of service. Separate audited financial statements are not issued by
the plan.

The plan's accrued benefits and net assets available as of June 30, 2008, the latest date available, are:

Actuarially computed value of:

Vested accrued benefit obligation $ 4,325,930
Nonvested accrued benefit obligation -
4,325,930

Net assets available for pension benefits 6,121,731
Net pension (obligation) asset $ 1,795,801

Contributions to the system are defined by the retirement law to consist of a "normal contribution" which is to
cover the portion of projected liabilities accruing on account of service of members during the year following
the valuation date, and an "unfunded actuarial liability contribution" which together with assets on hand is to
cover the portion of projected liabilities on account of service rendered prior to the valuation date.

The Department's contribution to the pension plan for the year ended June 30, 2009 was $100,570 and is based
on the entry age normal cost method. The department has contributed 100% of the required contribution for the
past three years.

Covered payroll for the Department totaled approximately $2,662,532.

The following are the major actuarial assumptions and procedures for the pension plan:

Valuation 7%, including inflation rate of 4%

Cost Method Aggregate

Mortality Rates 1983 Group Annuity (Male) Table with Female Ages Set Back 6 Years
Salary Scale 5% per Year to Age 65, including inflation rate of 4%

Cost of living adjustment 4%
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Note 7. Pension Plans (continued)

As of June 30, 2009, all assets of the plan were held in a deposit administration (guaranteed) fund under a
group annuity contract issued by Nationwide Life Insurance Company.

The plan uses the aggregate cost method to determine necessary funding. This method does not amortize past
service liabilities separately from current and future expenses.

The normal cost is calculated for the plan as a whole by spreading the difference between the present value of
projected future benefits, including prior years' gains and losses, less assets, less the present value of future
employee contributions, in a level manner over the future salary of plan participants.

Information regarding the System’s funding status for plan years 2009-2007 is as follows:

2009 2008 2007

Net assets available for pension benefits $ 6,121,731 $ 5,521,261 $ 5,098,067
Pension obligation $ 4,325,930 $ 3,885,260 $ 3,444,891
Percentage funded 142% 142% 148%
Net pension assets $ 1,795,801 $ 1,636,001 $ 1,653,176
Annual covered payroll $ 2,662,532 $ 2,539,351 $ 2,415,221
Assets in excess of pension obligation

as a percentage of covered payroll 67% 64 % 68%
Employer contributions $ 218,636 $ 173,850 $ 143,761
Employer contributions as a percentage of

covered payroll 8% 7% 6%

Note 8. Other Post-Employment Benefits

Plan Description

The Worcester County Post-Retirement Medical Benefits Plan (the “Plan”) is an agent multiple employer defined
benefit healthcare plan administered by the County. The Plan provides medical and prescription drug benefits to
eligible retirees, their spouses and eligible dependants. All classes of employees are eligible to participate in the
Plan upon retirement. Participants must meet the eligibility requirements of the Maryland State Retirement
System, which are age 55 with 15 years of service, age 62 with 5 years of service (15 years if hired on or after
November 1, 2007) or 30 years of service regardless of age. Eligible spouses and dependants desiring coverage
through the eligible retiree’s plan must be enrolled in the Plan immediately prior to the retiree’s effective date of
retirement. As of July 1, 2008, the date of the last actuarial valuation, the following number of employees were
receiving or are potentially eligible to receive future benefits:

Board of Liquor
County Education Control Board
Active 491 956 3
Retired 189 483 5
Total 680 1,439 8
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Note 8. Other Post-Employment Benefits (continued)
Separate financial statements are not issued for the OPEB Trust (the Plan).
Funding Policy

The County provides basic major medical insurance (medicare supplemental program for those over 65) and a
prescription drug plan for its retired employees. It is the County's policy to pay 90% of the cost of such benefits
for eligible retirees, dependents and spouses. The County currently pays for the cost of these benefits on a pay as
you go basis. For the year ended June 30, 2009, the County paid for coverage of 176 retirees at a total cost to
the County of approximately $980,997. The County also paid for coverage of 526 Board retirees at a cost of
$3,004,000.

In May 2009, the County created the Retiree Benefit Trust of Worcester County and the Retiree Benefit Trust of
the Board of Education of Worcester County (collectively the “Trust”) in order to arrange for the establishment
of a reserve to pay promised future health and drug benefits for employee services that have already occurred.
The County intends the contributions to the Trust will qualify as “contributions in relation to the actuarial
required contribution” within the meaning of GASB Statement Number 45 and that the Trust will qualify as a
“trust or equivalent arrangement” within the meaning of GASB Statements 43 and 45.

Employee and retiree contributions are not permitted. The trustees of each Trust consist of a five member board
who have final authority in all matters pertaining to the Trust.

The Trust prohibits any part of the Trust to be used for or diverted to purposes other than providing benefits to
participants and beneficiaries under the Plan. The Trust provides that in no event will the assets of the Trust be
transferred to an entity that is not a state, a political subdivision, or an entity the income of which is excluded
from taxation under Section 115 of the IRS Code.

Annual OPEB Cost and Net OPEB Obligation

The County’s annual other post employment benefits (OPEB) cost is calculated based on the Annual Required
Contribution (ARC), an amount actuarially determined within the parameters of GASB Statement 45. The ARC
represents a level of funding that, if paid on an ongoing basis, is projected to cover normal cost each year plus
any unfunded liability amortized over a period not to exceed thirty years. The County is implementing GASB
Statement 45 prospectively in fiscal year 2009, therefore the net OPEB obligation at the beginning of the fiscal
year is zero. The County pays post retirement medical benefits (normal cost) from the General Fund, not from
the Trust for fiscal year 2009. Beginning July 1, 2009, medical benefits will be paid from the Trust.

The following table shows the components of the annual OPEB cost for the year, the amount actually
contributed to the plan, and changes in the net OPEB obligation.

Board of Liquor Control
County Education Total Board

Annual required contribution $ 2,862,792 $ 12,499,017 $ 15,361,809 $ 103,000

Interest on net OPEB obligation - - - -

Adjustment to annual required contributior - - - -

Annual OPEB cost (expense) 2,862,792 12,499,017 15,361,809 103,000
Contributions made:

Contributions to trust (26,365,714)  (26,357,428) (52,723,142) -

Pay as you go (980,997) (3,004,000) (3,984,997) -

Total contributions made (27,346,711)  (29,361,428) (56,708,139) -

Net OPEB obligation (asset) (24,483,919) (16,862,411) (41,346,330) 103,000

Net OPEB obligation at beginning of year - - - -

Net OPEB obligation (asset) at end of year $ (24,483,919) $(16,862,411) $(41,346,330) $ 103,000
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Note 8. Other Post-Employment Benefits (continued)

The OPEB cost, the percentage of annual OPEB cost contributed to the Plan, and the net OPEB obligation was as
follows:

Percentage
of Annual Net OPEB
Fiscal Year Annual OPEB  OPEB Cost Obligation

Ended Cost Contributed (Asset)
County June 30, 2009 $ 2,862,792 955% $(24,483,919)
Board of Education June 30, 2009 12,499,017 235%  (16,862,411)
Liquor Control Board June 30, 2009 103,000 0% 103,000

Funding Status and Funding Progress

The following table is as of July 1, 2008 the most recent actuarial valuation date:

Actuarial Unfunded UAAL as %
Actuarial Value Accrued AAL Funded Covered of Covered
of Assets Liability (AAL) (UAAL) Ratio Payroll Payroll
County $ 26,357,428 $ 36,710,468 $ 10,353,040 71.80% $28,436,090 36.41%
Board of Education 26,357,428 105,100,000 78,742,572 25.08% 64,512,561 122.06%
Total $ 52,714,856 $141,810,468 $ 89,095,612 96.88% $92,948,651 158.47%
Liquor Control Board $ 988,000 $ 1,591,000 $ 603,000 62.10% $ 108,000 558.33%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions
about the probability of events far into the future. Examples include assumptions about employment, mortality,
and the healthcare cost trend. Actuarially determined amounts are subject to continual revisions as actual results
are compared with past expectations and new estimates are made about the future. The Schedule of Funding
Progress, presented as required supplementary information following the notes to the financial statements, is
designated to present multi-year trend information about whether the actuarial value of plan assets is increasing
or decreasing over time relative to the actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting are based on the substantive plan and include the types of benefits
provided at the time of each valuation and the historical pattern of sharing benefit costs between the employer and
Plan members to that point. The projection of benefits for financial reporting purposes does not explicitly
incorporate the potential effects of legal or contractual funding limitations on the pattern of cost sharing between
the employer and Plan members in the future. The actuarial methods and assumptions used include techniques
that are designed to reduce the effects of short-term volatility in actuarial accrued liabilities and actuarial value of
net assets, consistent with the long-term perspective of the calculations.

In the July 1, 2008 actuarial valuation, the cost method used was the projected unit credit, with linear proration
to decrement attribution. The actuarial assumptions include a 7.5% investment return per annum. The
projected annual healthcare cost trend rate is 9.0% initially, reduced by decrements to an ultimate rate of 5.0%
after ten years. The UAAL is being amortized over thirty (30) years based on a level percentage of projected
payrolls.
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Note 9. Deferred Compensation

The County offers its employees a deferred compensation plan created in accordance with Internal Revenue
Code Section 457. The plan, available to all eligible full-time County employees, permits them to defer a
portion of their salaries until future years. The deferred compensation is not available to employees until
termination, retirement, death or unforeseeable emergency; as approved by the County Commissioners.

The County funds all amounts of compensation deferred under the plan, at the direction of the covered
employee, through investments underwritten by Security Benefits.

All amounts of compensation deferred under the plan, all property and rights purchased with those amounts, and
all income attributable to those amounts, property, or rights are solely the property and rights of the plan
participants and are not subject to the claims of the County’s general creditors.

The County has no liability for losses under the plan but does have the duty of due care that would be required
of an ordinary prudent investor.

Note 10. Commitments and Contingencies

The County is a defendant in several lawsuits. After considering all relevant facts and the opinion of legal
counsel, it is management's opinion that such litigation will not, in the aggregate, have a material adverse effect
on the financial position of the County.

The County regularly enters into contracts for services during the normal course of operations. The
Contracts often extend over fiscal years.

The County has entered into various contracts for the construction and renovation of the Health Department in
Snow Hill. The contracts are for $9,733,202 of which $8,035,896 was expended through June 30, 2009. This
project is being partially funded by State of Maryland grants totaling $1,910,000.

The County has entered into various contracts for the construction of the Jail addition and renovation in Snow
Hill. The contracts are for $24,366,528 of which $19,402,756 was expended through June 30, 2009. This
project is being partially funded by the State of Maryland grants totaling $9,165,000.

The County has entered into a contract for the construction of the new States Attorney building in Snow Hill.
The contracts are for $2,770,958 of which $2,633,460 was expended through June 30, 2009.

The County has entered into a contract for engineering and architectural services for the renovation of the
building for the new Senior Center in Berlin. The contracts are for $52,500 of which $26,545 was expended
through June 30, 2009.

The County has entered into a contract for the design of a pump station and force main with generator for the
Showell School sewer water connection. The contracts are for $66,370 of which $39,822 was expended
through June 30, 2009.

The County has entered into various contracts for the construction of the Newark Water Tower in Newark

MD. The contracts are for $593,735 of which $240,912 was expended through June 30, 2009. This project is
being funded by the Maryland Department of the Environment, Water Quality Revolving Loan of $367,063 and
a MDE Grant totaling $200,000.

64



NOTES TO FINANCIAL STATEMENTS

Note 11. Reserved and Designated Fund Balance

Reservations of fund balance show amounts that are not available for current appropriations or are legally
restricted for specific uses. Designations of fund balance are used to show the amounts within unreserved fund
balance, which are intended to be used for specific purposes but are not legally restricted. The designations for
2009 are summarized as follows:

Designated for:

ADA County Buildings $ 6,900
ADA Recreation Facility Access 9,100
Berlin Health Department Storage and Parking 300,000
Berlin Rubblefill Cap and Closure 400,000
Berlin Senior Center 685,000
Computer Upgrade/Document Imaging 335,000
Health Department Addition and Roof Replacement 120,000
Highway User Revenue 528,148
Isle of Wight Building 800,000
Jail Central Booking Facility 4,442,400
North End Public Works Building 500,000
Ocean City Elementary School 200,000
Oscar Purnell House Renovation 993,000
Public Landing Marina 130,000
Public Works Building Expansion 100,000
Route 50 Service Road 1,750,828
Rural Legacy Program 6,400
Sailor Wireless Network Technology 150,000
Showell Elementary School Sewer Line 1,311,000
Snow Hill High School Athletic Fields 512,730
Snow Hill High School Design and Construction 1,077,000
States Attorney Office Renovate Aging Building 330,000
Budget stabilization 1,500,000
Wor-Wic College New Allied Health Building 1,759,000
Total designations $ 17,946,506
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Note 12. Landfill Closure and Postclosure Care Costs

State and Federal laws and regulations require the County to place a final cover on Worcester County landfills
when closed and to perform certain maintenance and monitoring functions at the landfill sites for thirty years
after closure.

The Berlin landfill stopped accepting waste in 1990. The landfill has been capped and only has postclosure care
costs associated with it, currently estimated to be approximately $20,000 each year for the next thirty years.

The Pocomoke landfill stopped accepting waste in 1990. The landfill has been capped and only has postclosure
care cost associated with it, currently estimated to be approximately $20,000 each year for the next thirty years.

The Snow Hill landfill stopped accepting waste in 1990. The landfill has been capped and only has postclosure
care cost associated with it, currently estimated to be approximately $20,000 each year for the next thirty years.

The County has reported $2,800,000 as the landfill closure and postclosure care liability at June 30, 2009 in the
long-term liabilities section of the Statement of Net Assets relating to the closed landfills and rubble fill,
mentioned above (see also Note 6). Also, $11,949,783 has been reported as the estimated landfill closure and
postclosure care liability at June 30, 2009 in the Enterprise Fund relating to the Central County Landfill.
Accrual of closure and postclosure care costs have been recognized based on estimated capacity used to date.

The Central Landfill Facility in Newark is the only active landfill in the County. The state-of-the art facility is
situated on a 724.5 acre parcel located approximately 3.5 miles northeast of the Town of Snow Hill. The
facility, which began operation in 1990, has a permitted life span of 40 years and includes eight landfill cells.
As of June 30, 2009 the first three cells are full and cell #4 is at approximately 25% of its capacity. The County
has received approval from the Maryland Department of the Environment to begin mining the existing cell #1
instead of closing or “capping” it in order to reclaim as much as 40% of the airspace for future use. If
successful, the mining operation will likely continue to the other closed or “filled” cells in order to reclaim
landfill capacity and extend the overall life of the facility.

Though there are currently no legal restrictions on available funds, the County has approximately $8,706,000 of
currently available assets for landfill closure and postclosure care costs available within the Landfill enterprise
fund. The shortfalls may need to be covered by any combination of charges to future landfill users, future tax
revenue, or additional borrowings.

The County has satisfied its financial assurance requirements based upon the local government financial ratio
tests as of June 30, 2008. The County expects to satisfy these requirements as of June 30, 2009 using the same

criteria.

Due to inflation and changes in technology, laws and regulations, estimated closure and postclosure care costs
may change in the future.
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Note 13. Risk Management

The County’s risk financing techniques include participation in a public entity pool and the purchase of
commercial insurance.

For general, property, excess and environmental liability coverage, the County is a member of the Maryland
Local Government Insurance Trust (LGIT). This is a public entity risk pool, which is owned and directed by
the local governments that subscribe to its coverages and operates under the terms of a Trust Agreement.

Subscribers to coverage by LGIT share in the risk among participants of the pools. As a result, the County’s
annual premium requirements are affected by the loss experience of the various insurance pools in which it
participates. Conversely, favorable performance of certain insurance pools may result in reduced premiums.

The Primary Government is exposed to various risks of loss related to torts; theft of, damage to, and destruction
of assets; errors and omissions; and natural disasters. The County carries commercial insurance for these and
other risks of loss, including workers' compensation, employee health and accident insurance. Settled claims
resulting from these risks have not exceeded commercial insurance in the last three years.

Note 14. On-Behalf Payments
On-Behalf Payments for Fringe Benefits represents the pension contribution by the State of Maryland to the
State Retirement System for applicable employees of the Library. The amount recognized as revenue and
expenditures for the fiscal year ended June 30, 2009 was $129,833 for the Library, which is included in
miscellaneous revenue and libraries, recreation and culture expenditures, respectively.
Note 15. Component Units

A. The Board of Education of Worcester County

Cash and Short-Term Investments

At June 30, 2009, the Board of Education had deposits of $6,105,297 (carrying value $4,451,842), which were
either fully insured or collateralized with securities held in the name of the Board of Education, with $5,670,810
of the balance invested in an overnight investment account which was repurchased the following day.

67



NOTES TO FINANCIAL STATEMENTS

Note 15. Component Units (continued)
A. The Board of Education of Worcester County (continued)

Capital Assets

Capital asset activity for the year ended June 30, 2009, was as follows:

Balance Transfers and Balance
June 30, 2008  Additions Reductions  June 30, 2009

Governmental Activities:
Nondepreciable Capital Assets:

Land and improvements $ 1,886,779 $ -3 - $ 1,886,779
Construction in progress 34,276,855 25,294,750  (38,900,514) 20,671,091
Total Nondepreciable Capital Assets 36,163,634 25,294,750  (38,900,514) 22,557,870

Depreciable Capital Assets:

Building and building improvements 90,813,119 39,011,054 - 129,824,173

Machinery and equipment 1,709,137 1,377,093 (103,100) 2,983,130
Total Depreciable Assets 92,522,256 40,388,147 (103,100) 132,807,303
Less accumulated depreciation for:

Buildings and building improvements (30,720,833)  (2,729,568) - (33,450,401)

Machinery and equipment (1,095,678) (310,080) 102,734 (1,303,024)
Total accumulated depreciation (31,816,511)  (3,039,648) 102,734 (34,753,425)
Total Depreciable Capital Assets, Net 60,705,745 37,348,499 (366) 98,053,878

Governmental Activities Capital Assets, Net $ 96,869,379 $ 62,643,249 $(38,900,880) $120,611,748

Business-type Activities
Depreciable Capital Assets:
Machinery and equipment $ 275958 § - 3 (20,000) $ 255,958

Less accumulated depreciation for:

Machinery and equipment (162,680) (17,775) 20,000 (160,455)
Total Depreciable Capital Assets, Net 113,278 (17,775) - 95,503
Business-type Activities Capital Assets, Net $ 113,278 $  (17,775) $ - 3 95,503
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Note 15. Component Units (continued)
A. The Board of Education of Worcester County (continued)

Long-Term Debt

The following is a summary of long-term debt transactions of the Board of Education for the year ended June
30, 2009:

Amounts payable at June 30, 2008 $ 425,363
Increase in vested vacation benefits 21,752
Decrease in early retirement incentive payments (27,090)
Amounts payable at June 30, 2009 $ 420,025

Post-Retirement Benefits

The Board currently funds 90% of the health care insurance for retirees who have accumulated the required
number of years of service with the Board prior to their retirement. The Board received $2,773,861 from the
County to fund pay as you go post retirement health care benefits for the year ended June 30, 2009.

Commitments and Contingencies

The Board entered into a contract for the construction of the new Pocomoke High School. The contract is for
$34,684,444 of which $19,592,472 was expended through June 30, 2009.

The Board receives a substantial amount of its support from Federal, state and local agencies in the form of
grants. The disbursement of funds received under these programs generally requires compliance with terms and
conditions specified in the grant agreements and is subject to audit by the grantor agencies. Any disallowed
claims resulting from such audits could become a liability of the general fund or other applicable funds.
However, in the opinion of management, any such disallowed claims will not have a material adverse effect on
the overall financial position of the Board.

The Board is appealing a $1,100,000 judgment awarded in 2008 to a contractor involved in the construction of
the Ocean City Elementary School, which was completed several years ago. The appeal is scheduled for

November 2009. The County has made a deposit at the clerks office as security for the judgment.

Risk Management

The Board is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. In July 1995, the Board joined the Maryland
Association of Boards of Education Workers’ Compensation Group Insurance Fund (the Fund), a public entity
risk pool currently providing workers compensation coverage for participating boards of education in the State
of Maryland. The Board pays an annual premium to the Fund calculated based on projected payroll. The
agreement for the Fund provides that it will be self-sustaining through member premiums and will reinsure
through commercial companies for claims which exceed coverage limits as specified in the agreement. Should
the Fund encounter deficits in its casualty and/or property funds, an assessment may be made up from additional
assessments of boards participating in the deficit Fund. The Board continues to carry commercial insurance for
all other risks of loss, including general liability, employee health and accident insurance. Settled claims
resulting from these risks have not exceeded commercial insurance in the last three years.
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Note 15. Component Units (continued)

On-Behalf Payments

On-Behalf Payments for Fringe Benefits represents the pension contribution by the State of Maryland to the
State Retirement System for applicable employees of the Board. The amount recognized as revenue and
expenditures for the fiscal year ended June 30, 2009 was $5,777,654 for the Board, which is included in
intergovernmental revenue and education expenditures, respectively.

B. The Liquor Control Board of Worcester County

Cash and Short-Term Investments

At April 30, 2009, the Liquor Control Board of Worcester County had deposits of $693,370 (carrying value
$567,480), which were either fully insured or collateralized with pledged securities held in the name of the
Liquor Control Board at the Federal Reserve Bank of Richmond. In addition, there was $5,400 in change
funds.

Capital Assets

Capital asset activity for the year ended April 30, 2009, was as follows:

Balance Transfers and Balance
April 30, 2008 Additions Reductions  April 30, 2009

Business-type Activities

Nondepreciable Capital Assets:

Land $ 212,158 $ - $ - $ 212,158
Construction in progress - - - -

Total Nondepreciable Capital Assets 212,158 - - 212,158
Depreciable Capital Assets:

Buildings and building improvements 2,127,201 11,750 - 2,138,951

Machinery and equipment 411,120 50,004 (5,010) 456,114
Total Depreciable Assets 2,538,321 61,754 (5,010) 2,595,065
Less accumulated depreciation for:

Buildings and building improvements (205,607) (98,927) - (304,534)

Machinery and equipment (332,770) (41,423) 5,010 (369,183)
Total accumulated depreciation (538,377) (140,350) 5,010 (673,717)
Total Depreciable Capital Assets, Net 1,999,944 (78,596) - 1,921,348
Business-type Activities Capital Assets, Net $ 2,212,102 $ (78,596) $ - $ 2,133,506
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Note 15. Component Units (continued)

Long-Term Debt

The following is a summary of long-term debt as of April 30, 2009:

Due in

April 30, 2008  Additions Reductions  April 30, 2009 one year
Notes payable $ 1,026,368 $ 567,000 $ 621,178 §$ 972,190 $ 54,403
Line of Credit 3,120,478 2,784,955 1,277,996 4,627,437 4,627,437
$ 4,146,846 $ 3,351,955 $ 1,899,174 $ 5,599,627 $ 4,681,840
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